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The impact of inflation on an economy and society has been recognized
in most countries and great effort has been made to control inflation
in the United States, Europe and Japan, especially after the OPEC oil
crisis in 1973. To control the inflation effectively, the causes of
inflation must be identified. Many studies on the subject of
inflation have therefore been carried out in the United States and
some other countries.
However, in the case of Hong Kong, there were very limited studies on
the causes of inflation and nearly no study has been carried out for
the last five years when Hong Kong faced high inflation.
The writers observe this shortage and therefore carry out a research
on identifying the causes of inflation in Hong Kong with a view to see
whether Hong Kong, an extreme case of open economy, can control the
inflation -through money supply, the method being applied in closed
economies such as the United States.
The research is first aimed at testing the Quantity Theory to see
whether the domestic money supply is one of the main causes of
inflation in Hong Kong. The results indicate that- there is no
significant relationship between money supply and inflation in the
period from 1974 to 1983. The change in money supply can only
contribute to inflation at a minimal value. Imported inflation is
however proved to be a dominant factor attributing to the inflation in
Hong Kong. The writers believe that this is mainly due to the fact
that Hong Kong is such an extreme case of open economy and thus it
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should be heavily influenced by the external forces from those majoz
trading countries.
This paper also tries to identify whether the exchange rate has some
effect on the domestic inflation through the imported inflation. The
results of the study show that exchange rate does affect the import
price level and thus,the domestic inflation for the period from 1974
to 1983.
The findings of this report suggest that the inflation in Hong Kong
cannot be artificially controlled through the manipulation of the
money supply. As the imported inflation is the main cause for
domestic inflation, the only possibility to lower the inflation seems
to rely on the appreciation of the exchange rate. The exchange rate
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This research is concerned with inflation in Hong Kong. Inflation has
become a household word nowadays. Very often we hear people talking
about inflation accounting, buying commodities and stocks to hedge
against inflation, etc. In other words, people want to hold assets
that can retain their real purchasing power and they believe that the
real purchasing power of money is declining all the time. During the
past two decades the persistent and growing inflation rates have
caused much concern to many government administrations. We saw
headlines in the newspapers about various government policies adopted
to fight inflation in the United States and European countries alike.
Inflation -has in fact become a top priority economic objective other
than employment, economic growth and the state of the balance of
payments.
In the private sector, it is also important to realize the impact of
inflation on business performance. One obvious example is the effect
on loan repayments. At times of rapid inflation, when the loan is
repaid, the real value of the loan may have fallen below its real
value prevailing at the time when the loan is made. Therefore, any
rate of inflation will diminish the return on a loan. Another example
is the stock value appreciation. Under first-in-first-out stock
accounting method, stocks are costed at buying-in price even though
the replacement cost may be. significantly higher due to inflationary
effect. This will artificially raise the nominal income level of that
company. So we see that inflation does play a role in business
decisions and it is beneficial to be able to ascertain the causes of
inflation and hence to better predict the future inflation rate.
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Inflation is concerned with price levels and price levels are measured
in money terms. It follows that money supply will play a role in
affecting inflation. However, it is not certain whether money supply
is the dominating factor or is only a sustaining factor. In a certain
country at a certain time, money supply may be the dominating factor,
but at other times or in some other countries it may not be the
dominating factor. It is the aim of this research to identify whether
money supply is a major causal factor for inflation in Hong Kong
between the years 1974 and 1983 if not, then what are the major
factors. It also looks at the money supply regime in Hong Kong, so
that- the effectiveness of monetary policy in Hong Kong can be
assessed. This is discussed in Chapter 4.
Hong Kong is a small open economy with substantial imports of raw
materials and finished goods alike. It is not astonishing to see that
import price is also a significant contributor to inflation in Hong
Kong. In Chapter 5, the relationship between import price and
inflation will be examined. Also of importance in studying the
phenomenon of inflation is the exchange rate regime. There are
different international transmission mechanisms of inflation under
different exchange rate regimes. During the period 1974 to 1983, Hong
Kong was under the floating regime therefore, exchange rate also came
into play in affecting the Hong Kong inflation rate. This is again
exploited in Chapter 5.
Besides money supply, import price and exchange rate, wage rate, GDP
and foreign prices are also included in the regression analyses.
These economic variables are tested independently and in combination
to see whether any correlations and causal effects on inflation
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exist. Based on the results from the regression analyses, those
equations that are found to be revealing and helpful for identifying
the causes of inflation in Hong Kong for the period 1974 to 1983 are




As the main theme of the research is about inflation in Hong Kong, it
is important that the measurement of inflation be defined and agreed
upon before we do any comparison and analysis. In Hong Kong, the
Census and Statistics Department publish data on four different
measures of inflation, namely, Consumer Price Index (A), Consumer
Price Index (B), Hang Seng Consumer Price Index and GDP Deflator.
This paper will first analyse the components and structures of the
four measures and then pick out the one that is most representative
and use it as a measure of inflation in Hong Kong.
Data on possible causes of inflation are then collected. These
include Money Supply Definition 1, Money Supply Definition 2, Money
Supply Definition 3, Trade Index Numbers for Imports, Exchange Rate
Index, Export Value Index for U.S. and Japan. Data on GDP are also
included because increases in money supplies are required to sustain
growth in GDP and it is the residual increase in money supply that
will affect inflation. These data are available from the Census and
Statistics Department of the Hong Kong Government and the OECD Main
Economic Indicator Handbook.
The research covers the ten years` period 1974- 1983 inclusive. This
period is chosen because consistent data are available for this
period, it covers an inflation cycle from a low rate of 3.4 percent in
1976 to a high rate of 15.3 percent in 1980, it is also the period in
which the floating exchange rate prevails.
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Tables and graphs of inflation and likely causes are then drawn to see
any similar pattern exist. Regression analyses are then performed on
the linear models- first without the Trade Index Number for Imports
and then added with the Trade Index Number for Imports. Computer
Statistical Packages (Time Series Processor, version 4.0) are employed
in doing the linear regression analysis.
Based on the results of the analysis, a model that is best-fitted to
the period can be identified.
Having identified the empirical model, the research will then examine
the implications of the model in light of past experience in Hong Kong
and overseas alike. Theoretical explanation in some previous
publications are also discussed.
The writers of the research trust that with an understanding of the
causes of inflation in Hong Kong through the empirical study,
organisations operating in Hong Kong can better plan their business
activities and course of actions to cope with inflation.
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CHAPTER 3
REVIEW OF INFLATION IN HONG KONG
3.1 Definition of Inflation
An economy is commonly regarded as suffering from inflation if
it is undergoing a period of continuously rising prices. The
rate of inflation on a yearly basis is then stated as the
percentage increase in prices in any calendar/fiscal year as
compared with the previous year.
In some countries, prices may be held down deliberately in the
short run by the governments. However, as the Hong Kong
government has adopted the non-interfering economic policy, this
deliberate control of price has never happened in Hong Kong.
3.2 Measurement of Inflation in Hong Kong
3.2.1. Consumer Price Index
In Hong Kong, inflation is measured by the Consumer
Price Index. The Consumer Price Index is compiled by
Census and Statistics Department of the Hong Kong
Government on the monthly basis.
The Consumer Price Index incorporates a cross section
of those goods and services which are most frequently
purchased by the households. In Hong Kong, 9 elements











Clearly, however, it is unsatisfactory simply to note
the extent to which the prices of preselected goods and
services change over time because households should
have spent different proportions of their total
expenditure on different items. Hence, the importance
of expenditure upon individual items relative to the
total household expenditure can be reflected by
multiplying each item in the index by a weight.
Thus, the Consumer Price Index is the weighted index of
the individual items constituting the index.
In order to determine the weight for the individual
items, three sample surveys, each covering a one year
period, had been carried out by the Hong Kong
Government in the past 20 years, namely, during the
periods from September 1963 to August 1964, from July
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1973 to June 1974 and from October 1979 to September
1980. After the first sample survey in 1963-64,
General Consumer Price Index and Modified Consumer
Price Index were set up.
For the General Index, the weights are derived from the
pattern of the households whose monthly expenditure
ranges from HK$100 to HK$1,999 and for the Modified
Index ranges from HK$100 to HK$599 at the time of the
survey in 1963-64.
After the second sample survey in 1973-74, the Consumer
Price Index (A), Consumer Price Index (B) and Hang Seng
Consumer Price Index have been established to replace
the previous two indices. The weights of the
individual items in the above three indices are derived
from the pattern of the households whose monthly
expenditure- ranges from HK$400 to HK$1,499, from
HK$1,500 to HK$2,999 and from HK$3,000 to HK$9,999
respectively. The above weights were subsequently
updated during the third survey in 1979-80.
The Consumer Price Index A and B and Hang Seng Price
Index cover approximately 50 percent, 30 percent and 10
percent of the households in Hong Kong. The remaining
10 percent of households- at top and bottom of the
household expenditure scale- are excluded.
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The details of the weights for the individual items for the




Foodstuff ServicesHous ing items Total
1963-64
Modified CPI 12.955.6 11.0 20.5 100
General CPI 48.3 15.2 14.5 10022.0
1973-74
20.21 10014.0856.60 9.11CPI (A)
10011.47 23.9247.82 16.79CPI (B)
10025.0828.14 20.5126.27Hang Seng Index
1979-80
28.98 10015.05 9.5846.39CPI (A)
31.3312.31 10017.7738.59CPI (B)
9 7_')n 10026.21 13.57 33.02Hang Seng Indei
The above table indicates that the higher the total
household expenditure, the less is spending on foodstuff
but higher spending on housing and services. This is
partly because in Hong Kong as the Government provides
cheap rent housing for lower income households.
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Due to different weights of individual items, the
indices will also be different from one another.
However, it was found that in the past twenty years,
the differences between the different indices were very
minor. For instance, as compared with CPI (A), CPI (B)
only varies from CPI (A) within the range of 0.5
percent every year. As CPI (A) and CPI (B') represent
about 80 percent of the households in Hong Kong and the
negligible difference between CPI (A) and CPI (B), for
the purpose of the research study in this report, CPI
(A) is adopted to represent the inflation in Hong Kong.
The detailed figure for the above mentioned indices in
the past 20 years are listed in,Appendix 2.
3.2.2 GDP Deflator
GDP deflator is the factor used to transform the Gross
Domestic Product (GDP) at current price level to
constant price level in order to reflect the real
growth of Gross Domestic Product.
In Hong Kong, GDP is composed of five components,
namely, private consumption expenditure, government
consumption expenditure, capital formation, imports and
exports of goods and imports and exports of services.
There are a few detailed items under each component
mentioned above. In order to determine the GDP
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deflator, the relevant price indices for the individual
items will first be estimated and then combined to the
deflators for the five components and finally combined
to the GDP deflator.
As GDP includes such a wide scope of items, the GDP
deflator can be seen as a much more general indicator
concerning the whole economy instead of the household
consumption as covered by Consumer Price Index.
However, due to this wide scope nature, the GDP
deflator cannot reflect the direct impact of inflation
to people on the street. It is therefore common for
almost all countries to quote the consumer price index
as the representative figure to reflect the inflation.
As far as this report is concerned, GDP deflator will
not be employed as the measurement of inflation in Hong
Kong. However, for the interest of the reader, the GDP
deflators for the past ten years are shown in the
Appendix 3 for reference.
As compared with Consumer Price Index, the annual
change of GDP deflator is in general slightly higher
than that of Consumer Price Index before 1981 but lower
since then.
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3.3 Review of the Past Inflation
From the detailed consumer price indices as shown in Appendix 2,
the annual inflation rate for the period from 1965 to 1983 can
be summarized as follows:-
Inflation Rate Inflation Rate
Year 0 Year 0
1965 0.7 1975 2.4
1966 2.6 1976 3.5
1967 7.7 1977 5.9
1968 2.8 1978 5.9
1969 3.7 1979 11.6





As shown above, it was found that the average annual inflation
rate from 1964 to 1972 was at the low level ranging from 3
percent to 8 percent. In 1973, OPEC oil crisis contributed
significantly to the high inflation in Hong Kong due to the fact
that the prices of the imported goods are increased by the oil
prices. Meanwhile, the.unusually high stock market price (i.e.
Hang Seng Index reaching 1700 point) caused the substantial
increase in consumption of goods and service and thus in
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the price level. Inevitably, the inflation in Hong Kong was
accelerated by the above two factors in 1973 and reached the
historically. high figure of 19.1 percent. Due to the time lag
of the oil price crisis, the inflation rate in 1974 still kept
at a high rate of 14.8 percent. The annual inflation rates were
subsequently slowed down to 3- 6 percent for the period from
1975 to 1978. In 1979-1980, another sharp increase in oil
prices has caused the inflation rate rising to 12- 15 percent
from 1979 to 1981. Since 1982, the inflation rate have
gradually slowed down to around 10 percent p.a. due to the fact
that the world recession in 1982 has affected the inflation in
Hong Kong.
3.4 Wage Inflation vs Price Inflation
In addition to the inflation which relates to the upward
movements in the Consumer Price Index, it is becoming
increasingly common in some foreign countries to measure
inflation by reference to the index of wage rates. There are
two reasons for this preference which are of particular
interest. First, it should be noted that all those who
subscribe to the view that trade unions are the major cause of
inflation seek to support their arguments by reference to the
pace of wage inflation. Secondly, as wage inflation is always
more rapid than price inflation, it is possible for 'opposition'
politicians and journalists to make more political capital from
the wage-rate index than from the price index.
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Although in the case of Hong Kong, there is no such causes of
trade unions or politics, it is worthwhile to take a look at
wage inflation in Hong Kong.
Census and Statistics Department have compiled the wage index
since March 1964. The wage index was compiled on a half-yearly
basis from March 1964 to March 1982, then on a quarterly basis
afterwards. Up to September 1974, the index was compiled with
March 1964 as the base period. As from 1975, the base period
had been shifted to July 1973- June 1974 so as to conform to a
new Consumer Price Index established in the same period. Since
March 1982, a new quarterly wage survey has been conducted to
replace the half-yearly wage survey. The base period has then
been changed to March, 1982. The wage indexes are weighted by
the number of workers employed in the month indicated and
measure the percentage changes in average daily wages since the
base period.-
The wage index as compared with consumer price index for the
period from 1974 to 1983 are shown as follows:-
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July 1973- June 1974= 100
Wage Consumer Price












Note: 1. Wage Indexes are as at the end of September.
2. Wage Index for 1982 and 1983 are adjusted to the
base period from July 1973 to June 1974.
3. Consumer Price Index (A) for 1981, 1982 and 1983










As shown above, the Wage Index increases faster than the
Consumer Price Index (A). Over the period from 1974 to 1983,
wage has increased by about 200 percent while the consumer price
has only increased by about 110 percent. In other words, there
has been a real increase of about 40 percent in wages for
workers after deflated by the consumer price index.
It should however be pointed out that although wages rise so
fast in the period from 1974 to 1983, it is not necessary for
the firm's profit margins to be squeezed. It is because
increases in productivity also need to be taken into account.
An improvement in productivity means that a larger quantity of
.output can be obtained from a fixed stock of labour and
machinery. If this increased level of output were to be sold at
unchanged prices then revenues would rise. If the stock of both
capital and labour is fixed then the rise in cost can only be
the consequence of increases in the hourly wage rates paid to
labour inputs, once due allowance has been made for the
additional cost of raw materials and the increased running cost
of machinery. In other words wage can rise at times of
increasing productivity without consequently forcing firms to
raise their prices in order to protect their profit levels. It
is therefore believed that the firms can in fact afford such a
fast increase in wages especially in Hong Kong where workers are
well known in adaptability and diligence and thus high
uroductivity.
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3.5 Inflation in Major Trading Countries
It is generally beieved that a faster rate of inflation of a
country than its trading partners will almost certainly have an
effect on reducing the current account of the balance of
payments providing that there is no change in the exchange
rate. It is because the export of that country will become
relatively more expensive as compared to substitute goods
produced abroad, and this will have the effect of increasing
more inputs. Consequently, the import bill will increase and
the export bill will decrease, resulting in the reduction in the
current account. Of course, should a country's prices rise more
slowly than prices abroad, then the current account should be
improved.
For the above reasons, it is worthwhile to see how inflation in
Hong Kong as compared with those in major trading partners which
include U.S.A., Japan, United Kingdom and West Germany. The
consumer price indexes of these four countries from 1974 to 1983




Year U.S.A. Japan Kingdom Germany
1974 100.0 100.0 100.0 100.0
1975 109.2 116.4 124.3 105.9
1976 115.6 122.2 145.0 110.5
1977 123.1 132.1 167.9 114.5
132.4 137.1 181.8 117.61978








Source: International Financial Statistics Yearbook
Among the above countries, West Germany has the lowest inflation
while the United Kingdom has experienced the highest inflation.
Hong Kong's increase in consumer price index over the same
period is 112 percent which is slightly higher than United
States' increase of 101 percent. As United States has been the
largest exported country of Hong Kong, accounting for about 40
percent of total exports over the period, inevitably, the
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1974 75 76 77 78 79 80 81 82 83
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inflation in Hong Kong has been substantially affected by that
in United States. To conclude, Hong Kong's inflation is in
general higher than major trading partners except for United
Kingdom.
According to the simple doctrine of purchasing power parity, the
inflation level in one country as against its trading country
will in the long term determine the. exchange level as against
that country for the floating exchange rate regime and the
relationship should be as follows:-
where P is the domestic price
Pf is the foreign price
r is the exchange rate measured as price
of foreign currency in terms of domestic
currency
The above formula tells that a country has a higher inflation
rate should in long term has a lower exchange rate as against
its trading partner in order to maintain the same level of
purchasing power.
During the period from 1974 to 1983, Hong Kong adopted the
floating exchange rate system, this doctrine is therefore
checked to see whether it is applicable in Hong Kong. The
exchange rate of Hong Kong as against these four major trading
partners for the period from 1974 to 1983 are as follows:-
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Change in percent fron
1974 to 1983




United Kingdom 5 209
West Germany 27 49
As shown above, although the magnitude is not in the right
order, the exchange rate depreciates against U.S.A., Japan and
West Germany which have lower inflation as compared to Hong Kong
and the exchange rate appreciates against U.K. which has higher
inflation as compared to Hong Kong. But the simple relationship
as described above between two countries does not hold. It is
believed that some other factors such as economical situation
and political situation should also be considered in determining
the exchange rate.
Although there has been depreciation in Hong Kong dollars as
against major trading countries which should have an effect of
lowering the higher export prices of Hong Kong caused by higher
inflation, the effect of exchange rate seems not offsetting
competely the effect of higher inflation. As a result, Hong




MONEY SUPPLY AND INFLATION
Money supply has always been considered as a major predominant factor
affecting various principal economic variables like income, interest
,rate, employment, balance of payment and inflation rate. It is even
argued by the monetarists' that in the face of a stable demand for
money, most of the observed instability in the economy is attributable
to fluctuations in the money supply induced by the monetary
authorities. However, it is proposed that the ultimate effect of
monetary growth in the long run is on the price level and other
nominal variables. The real variables are believed to be determined
essentially by changes in the real factors, such as capital stock,
labour and technology. If the above proposition is true, then it can
be tested empirically by regressions of price level on money supply
and this is one of the major objectives of this research. But before
we do that, a brief review of the background and theories of
inflation, and the monetary system in Hong Kong is presented.





This is one of the oldest economic doctrines. In its basic
form, it is a relationship between money supply and general
price level as represented by the following equation:
MV PO
Mwhere nominal money supply
V income velocity of circulation of money
(i.e., the number of times each unit of
money on average circulates through the




2 Vane and Thompson (1979) 'Monetarism- Theory, Evidence Policy
pp.17
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It tan be seen from the above equation that if V and 0 are held
to be constant, any change in M will cause a proportional change
in P.
There are a number of postulates embodied in the classical
quantity theory. These include
(i) velocity was taken to be constant as the desired cash
balance is relatively stable
(ii) output was held towards a position of full employment,
which was determined by real factors
(iii) direction of causality runs from M to P
(iv) price level instability stems exclusively from money
supply
(v) nominal money supply is exogenous
(vi) money supply does not affect real variables in the long
rune
With all these assumptions, we can put the quantity theory
simply as P=kM where P is dependent variable, M is independent
variable and k is a constant of proportionality. In fact, this
is the basic form we want to test empirically for the Hong Kong
economy.
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It is worthwhile to note that k, in fact, varies with either V
and 0, which' in turn are affected by other macroeconomic
variables like interest rate, employment level, etc. In other
words, we can say for every pair of V and 0 values, there is a
specific value of k which satisfies the relationship P=kM.
4.2 Linkage between Domestic and Foreign Money Supply
Exchange rate regime also plays an important role in
determining the domestic inflation rate. There are different
transmission and adjustment mechanism under fixed exchange rate
and floating exchange rate. This will be explored more fully
in the following chapters however, a few words about the
impacts on domestic money supply under different exchange rate
regimes is in order. The money supply fluctuations will affect
domestic price level to a different extent under different
regimes. In the fixed exchange rate regime, even the foreign
money change alone can affect the domestic price level. This
is so because under fixed exchange rate, the countries are
linked together by the fixed exchange rate and any increase in
money supply of an individual country will increase the world
(countries under fixed exchange rate) money supply, which
raises the world price level. This also implies that the
impact of a money supply change on the world price level is
independent of the country of origin.
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In the case of floating exchange rate, each country's price
level is insulated from other countries, due to the
independence of its money supply. In a two-country model, if
the foreign country inflates its money supply and hence its
price level, with the domestic money supply remaining constant
the impact of a rise in foreign price level on the domestic
money supply is offset by a proportional appreciation of its
currency, leaving the domestic price level unchanged. This can
also be seen from the Purchasing Power Parity Theory, P= eP*,
where P is domestic price level, e is the exchange rate and P*
is foreign price level. The underlying assumption is that any
changes in P* will not affect P but only be reflected in
changes of e.
However, if we relax this assumption then it is possible that
changes in foreign price level (P*) may affect both the
domestic price level (P) and the exchange rate (e). Also, any
fluctuation in exchange rate that are not offset by
corresponding changes in foreign price level will cause the
domestic price level to change. In this case, it is the
exchange rate that determines the relative price levels rather
than the price levels that determine the exchange rate. In the
period under investigation by this research i.e., 1974 to 1983,
Hong Kong was under the floating exchange rate regime. We can
see later on that foreign prices do play an important role in
influencing the Hong Kong inflation rate.
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4.3 Measurement of money supply in Hong Kong
In Hong Kong, the Hong Kong Government publish data on money
supply under three definitions (Ml, M2, M3) in the Hong Kong
Monthly Digest of Statistics. The Ml is the narrow definition
of money supply. It includes coins and notes in the hands of
non-bank public plus demand deposits with licensed banks. M2
is a broader definition of money supply. It is equal to Ml
plus savings and time deposits with licensed banks. M3 is the
broadest definition of money supply. It includes M2 plus
deposits with deposit-taking companies. The M3 figures are
available only from December 1978 onwards when deposits with
deposit-taking companies became significant.
In choosing which money supply measure to use for predicting
inflation rate, it is by no means true that Ml will be a better
indicator than M2 and M3. It depends on the case of shifting
money holdings from one type to another and the payment habits
of the people. In Hong Kong, shifting of money is easy. There
are extensive banking networks in close, proximity of business
areas and numerous automatic teller machines available to do
saving and demand deposits transfer. There is also the growing
popularity of auto-pay account settlements and electronic fund
transfer. So t'he boundaries between different measures of
money supply become blurred. People tend to put their money in
savings account and make payments from there or transfer their
money to demand deposits when they want to make payments.
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Regression analysis on inflation were performed using Ml and M2
alternatively, and the results showed that M2 gave better
explaining power and correlation. We have chosen to use M3
from 1978 onwards because due to higher interest rate offered
by deposit-taking companies there were significant shift of
deposits from licensed banks to deposit-taking companies.
Additionally, deposits by deposit-taking companies with the
licensed banks were included in the deposits of the licensed
banks, that means what were actually interbank deposits were
mixed up with deposits of non-bank public.
4.4 Monetary System of Hong Kong
In Hong Kong, all the note currency is issued by two private
commercial banks, the Hongkong and Shanghai Banking Corporation
and the Standard Chartered Bank. The current note-issuing
mechanism started in 1973, when the old currency board
arrangement was abolished. In printing new currency, the
note-issuing banks are required to deposit into the Exchange
Fund account of the Hong Kong Government an equivalent amount
of Hong Kong dollars. The Exchange Fund in turn uses the
proceeds to buy from the foreign exchange market a variety of
foreign currencies. A non-interest bearing Certificate of
Indebtedness will be issued by the Government to the
note-issuing bank. When the Exchange Fund is credited with the
Hong Kong dollar deposit, it is not definite that all the Hong
Kong dollar proceeds will be sold in the foreign exchange
market immediately. It depends very much on the state of the
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market. If the Hong Kong dollar is weak, then it may be sold
at a later time when it strengthens in fact, some Hong Kong
dollar may be bought at this time to stabilize the currency.
Therefore, the proportion of Hong Kong dollar in the Exchange
Fund varies from time to time. This is monitored by the
Monetary Affairs Branch of the Hong Kong Government.
Having defined the different measurements of money supply in
Hong Kong and its currency issue mechanism, it is appropriate
to look at briefly what determine money supply in Hong Kong.
According to the monetary base approach, we can define
high-powered money, H as
Cp
H Cb
currency held by bankCbwhere
Cp
currency held by public









where c currency ratio of the public
(c is less than 1)











If we substitute whith m, the money multiplier, we get
r+ c
m HMS
In Hong Kong, H is equal to all outstanding Certificate of
Indebtedness and coins in circulation. Hence, money supply in
Hong Kong is determined by currency in circulation and the money
multiplier. In countries with central bank, it is easy to
determine r because all private bank reserves are deposited with
the central bank. In fact, this is a means of regulating the
money supply by the monetary authorities. In Hong Kong, there
is no central bank and the Exchange Fund maintains an account
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with the note-issuing bank instead. Although there are
liquidity requirements stipulated in the banking ordinance, it
is very much different in nature than the bank reserve. Bank
reserves are held outside the private banking sector whereas
liquidity requirements are within the private banking sector and
under their sphere of manipulation. So in Hong Kong, it is
difficult to have an accurate measure of r and the impact of
liquidity requirements on money supply is nQt accurately
predictable.
4.5 Regression of Inflation on Money Supply
In order to test the hypothesis that money supply is a major
determinant of inflation rate in Hong Kong, linear regression
analysis were performed on the Hong Kong annual inflation rate
with money supply definition 1 and money supply definition 3 as
independent variables alternatively, for the period 1973 to
1983. The Consumer Price Index (A) is chosen as the indicator
for inflation as explained in the previous chapter. Both money
supply definition 1 and definition 3 are tested because we want
to see which definition gives better correlation and prediction
power on inflation. As pointed out in the previous section,
money supply defintion 2 before 1978 included deposits with
deposit taking companies and there is no way to extract that
component out. Therefore, we have chosen to adopt the money
supply definition 3 so as to maintain consistency.
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The following table shows the Ml and M3 figures for the period
1973 to 1983. They are monthly average figures in millions of
Hong Kong dollars.
M1 M3M1 Annual M3 Annual
Year (HK$ million) % Change (HK$ million) % change
11,9061974 31,9870.9 12.7









Source: Hong Kong Monthly Digest of Statistics
As can be seen from the table and the accompanying graph, both
Ml and M3 growth rates showed a similar pattern from 1974 to
1979. Then M3 went up from 1979 to 1980 but Ml dropped during
the same period. This can be explained by the sharply increased
interest rate in 1979. The prime rate was 5.94 percent in 1978
and it was 12.75 percent in 1979, representing an increse of
over 114 percent (please see Appendix 7). So people put their
money in time deposits and deposit-taking companies instead of
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pushing the Ml growth rate down to a negative level. The
interest rate then became more stable in 1980, 1981 and 1982 and
hence Ml and M3 again went in the same direction. However, in
1981 there came another major turbulence in the monetary
sector. This time it was the exchange rate. The Hong Kong
dollar became very weak and people had no faith in the Hong Kong
dollar (please see Appendix 7 for the HK$/US$ exchange rates).
People converted their Hong Kong dollar holdings into foreign
currency holdings especially US dollar holdings as much as
possible. Therefore the Hong Kong dollar M3 dropped
dramatically while the foreign currency M3 increased
significantly. This accounts for the sharp fall in Hong Komg
dollar M3 from 1981 to 1983. Data on foreign currency M3 were
available only since 1981. Before that time, they were
considered insignificant and included in the Hong Kong dollar M3
figure. The end-of-year figures for foreign currency M3





(Source: Hong Kong Monthly Digest of Statistics
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From these figures, we can see a huge build-up of foreign
currency M3 in 1982. This invariably had drawn down the Hong
Kong dollar M3.
Having said much about the patterns of the Ml and M3 graphs and
the reasons for their ups and downs, we now turn back to our
regression models. Basically, we want to test the following
.equations:
Equation 1: Pt= c1+ c2M1t
Equation 2: Pt= cl+ c2M3t
Equation 3: Pt= cl+ c2Mlt-1
Equation 4: P= c1+ c9M3r-1
Equation 5 Pt= c1+ c2Mlt+ c3Mlt-1
Equation 6: Pt= c1+ c2M3t+ c3M3t-1
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where P difference in 1og of Consumer Price IndexA
M1 difference in log of Ml
M3 difference in log of M3
subscript for year tt
t-1 subscript for year (t-1,
c1, c', c, are numeric constants.
Regression results obtained from the TSP package- can be
summarized as follows:









Since the R-squared is only 0.298, the equation does not have
any explaining power on inflation. In fact, the negative sign
of the coefficient for Mlt suggests movement of Ml is in
opposite direction of Pt which is in contradiction to our
hypothesis of positive correlation.








Although this equation gives positive correlation between M3t
and Pt, the t-statistic is very low at 0.345 which suggests
statistically insignificant. Also the R-squared is very low at
0.015. So this equation is not supporting the hypothesis.
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Again, the results are not supporting the hypothesis. The
F-statistic is low, implying the whole equation is not
statistically significant.









This equation is a little better but still the F-Statistic is
low and Durbin-Watson Statistic is low- suggesting serial
correlation. It still cannot support the hypothesis positively.











This equation is also not favourable even though one year lagged
Ml is included as independent variable. The R-squared is low
and there is a negative coefficient for Ml..












This equation also suggests no positive evidence of the money
supply impacts on inflation in Hong Kong. All the statistics
are low, suggesting that they are not statistically significant.
In summary, we can say that, for Hong Kong, it is difficult to
convince that money supply alone, however defined, is a major
determinant of domestic inflation for the period 1974 to 1983.
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In order to further test our results, GDP's in constant 1980
prices were also included in each of the above six equations as
independent variables and run through the TSP package again.
However, the picture still does not change. The inclusion of
GDP does not produce better evidence of money supply being a
major causual factor of inflation in Hong Kong.
A major criticism of the Quantity Theory is that under certair
circumstances money supply may become endogeneous and that the
direction of causation will run from price level and output tc
money supply instead. To ensure that this possibility is taker
care of, instrumental variables estimation technique is employee
to see how the endogeneity of money supply comes into play ir
the regression models. The instrumental variables chosen are
lagged money supply, lagged GDP and lagged price level. In none
of the estimations so performed is there any significant
improvement on the coefficients or the R-squared. In fact, some
R-squared values have turned negative and some of the
coefficients still remained negative. It is therefore concluded
that money supply is not a major factor affecting inflation in
Hong Kong during the period under study.
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CHAPTER 5
IMPORTED INFLATION, EXCHANGE RATE AND INFLATION
5.1 Background
It has been suggested that an individual country's domestic rate
of inflation should be. somehow influenced by the externally
generated forces. In other words, a country can import
inflation, where imported inflation can be defined as any
external influence upon domestic costs and prices. The extent
of the influence will depend on how open the economy is. Hong
Kong is considered to have a very open economy as compared with
other countries. In order to provide a picture how open Hong
Kong economy is, the average exports and imports as a percentage
of GNP/GDP for various countries in 1983 are indicated as
follows:-
Average of-exports and imports









Source: OECD Main Economic Indicator- December 1984.
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As shown in the above table, United States and Italy are
considered to be quite close economy while West Germany and
United Kingdom are relatively open economy. Hong Kong is even
far more open as compared to United Kingdom. Consequently, it
is expected that the imported inflation should have a
significant effect on Hong Kong's inflation.
The most obvious impact of external forces upon the Hong Kong's
domestic price level is through changes in the prices of
non-competitive imports. The non-competitive imports are those
commodities which cannot be produced within Hong Kong in any
volume or can only be produced in such a small volume and thus
facing no competition from domestic products. Significant
examples are foodstuff, cotton, metals such as gold and silver,
and, in particular, crude oil. The demand for these commodities
remain relatively inelastic even in the face of substantial
price increases. The past decade has seen some of commodities
escalate in price at a staggering rate, the quadrupling of the
price of crude oil in 1973 and again tripling in 1979 being a
good case in point. It is therefore, inevitable that the
domestic price level should be affected through increases in
imported consumer goods prices or through increases in
manufacturing costs which later show up in price rises at retail
level.
Another channel which will also influence the domestic price is
through the trade in competitive imports, which are primarily
manufactured goods. Significant examples are clothing,
46
steelbar, drinks, etc. These industries must keep their prices
in line with those set internationally in order to compete with
the imported.goods.
In the case of Hong Kong, the competitive sectors are much
smaller as compared with non-competitive sectors. The dominant
influence on the domestic prices will then mainly come from
non-competitive sectors.
The above analysis clearly demonstrate that Hong Kong domestic
prices cannot be isolated from those ruling in other parts of
the world. Especially, the imported foodstuffs, consumers goods
and fuels already account for about 50 percent of the total
imports.
It is also noted that Hong Kong has not levied any significant
import taxes on the import of goods until recently. The
imported price level should therefore have even a more direct
effect on the domestic price level than those countries with
heavy import taxes. As for those countries, the heavy import
tax system may bias the effect of imported prices on the
domestic prices.
Although the re-exports in the past ten years has been gradually
increased from about 20 percent of imports in 1974 to about 30
percent of imports in 1983, the major portions of the imports
are still consumed locally.
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As the exchange rates would have a direct impact on the price
level of the imported goods, it is therefore believed that there
should be some important effects of the exchange rate on the
domestic price level. In the case of exchange rate
depreciation, it makes imports more expensive and in turn
accelerates increases in the prices of domestic goods through
more expensive imported inputs. In the case of exchange rate
appreciation, it makes imports cheaper and in turn retards
increases in the price of domestic goods through cheaper
domestic imported inputs and through competition from cheaper
imported finished goods.
This chapter evaluates whether the imported price level actually
have significant effects on the inflation and whether the
exchange rate have effects on the inflation through the imported
prices.
5.2 Review of Import Price
For the purpose of our research, The Import Unit Value Index is
adopted as the representative figure of the import price.
Similar to Consumer Price Index, the Import Unit Value Index is
the weighted average of the respective prices of the imported
commodities. The major countries which export to Hong Kong in
the order of the dollar amount are China, Japan, United States,
Singapore, Taiwan and United Kingdom. The imports from these
countries account for about 76 percent of the total imports.
Among these six countries, China, Japan and United States
already account for about 58 percent of the total imports.
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The Import Unit Value Index has been established by the Census
and Statistics Department since 1973. The annual change of
Import Unit. Value Index as compared to that of the Consumer
Price Index for the period from 1974 to 1983 are shown in
Appendix 4 and summarized as follows:-
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As shown in the above table, there seems to be quite a close
relationship between the Consumer Price Index and the Import
Unit Value Index. The annual growth of Consumer Price Index is
in line with that of Import Unit Value Index except for the year
1975 where there is a slight increase in Consumer Price Index
but a slight decrease in Import Unit Value Index. This
phenomenon coupled with the comparison between two sets of
figures from '1979 to 1983 seem to suggest that there is a time
lag beween Imported Prices and Consumer prices.
5.3 Empirical Study on Imported Inflation vs Inflation
5.3.1 In order to study the effect of imported inflation on
the domestic inflation empirically, the following
equations are adopted:-
where all variables are expressed as natural Logaritnm
and are defined as follows:-
Pt= Consumer Price Index at year t
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It Import Unit Value Index at year t
I Import Unit Value Index at year t-1,
t-1
i.e. lag by one year
Money Supply definition 3 at year tM
t
Money Supply definition 3 at year t-l,M
t-1
i.e. lag by one year
Equation 1 is meant to identify the relationship, if
any, between domestic price level and the import price
level. Similar to Money Supply, there should be a time
lag between the import price level and the domestic
price level as the imported goods may not be necessary
consumed during the current year. Equation 2 is
therefore set up to see whether the effect of the
previous year's imported price will affect the current
year's domestic price level.
In addition to the above two equations which are
intended to identify the effect of imported inflation
alone on the domestic inflation, equation (3) tests
whether the domestic inflation can be explained by the
combination of money supply and imported inflation.
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5.3.2 The above equations are tested with all variables
measured as differences in logs.
The empirical results of the equation 1 for the period
from 1974 to 1983 can be summarized as follows:-








3.310.388 (a2)Value Index (It.
As shown above, the result of R-squared indicate that
about 58 percent of the variation of consumer price
index can be explained by equation 1. However,
Durbin-Watson Statistics below than 1 indicates that
there is a serial correlation between the residual
errors. In other words, it suggests that not only the
current Import Unit Value Index will affect the
Consumer Price Index but also the previous Import Unit
Value Index. These empirical findings therefore
conform to the theoretical suggestion that there is a
time lag between the domestic price level and the
import price level. The F-statistic indicates that the
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equation as a whole is significant and t-statistic
indicates that the coefficients of the variables are
also significant at 95 percent confidence level. The
results therefore in general indicate that there is
significant relationship between domestic price and
import price. However, the serial correlation between
the residual errors should be corrected by adding one
more independent variable of previous year's import
price. Until the serial correlation is corrected, the
coefficient of those independent variables cannot
reflect the true picture. The empirical findings of
equation 1 therefore lead to the estimation of equation
2.
5.3.3 The empirical results of equation 2 for the period from
1974 to 1983 can be summarized as follows:-






Variable Coefficient t- Statistic
Constant 0.017 (b1) 0.97
Import Unit





As shown above, the result of R-squared indicates that
about 78 percent of the variation in Consumer Price
Index can be explained by the equation. Durbin-Watson
Statistic indicates that the serial correlation between
residual errors in equation 1 has been corrected. Both
F-statistic and t-statistic indicate that the whole
equation and the respective coefficients for
independent variables are significant at 95 percent
confidence level.
Based on the above statistical results, it can De
concluded that there is a significant effect of import
price on the inflation in Hong Kong. The coefficient
of 0.675 for current import price indicates that one
percent change in current import price will contribute
to 0.675 percent change in consumer price. Similarly,
the coefficient of 0.241 for previous import price
indicates that one percent change in previous import
price will contribute to 0.241 percent change in
current consumer price. The larger coefficient for the
55
current import price indicates that the current import
price plays a more dominant role in affecting current
consumer price level as compared with the previous
year's import price.
According to the above coefficients, it is estimated
that the 84 percent aggregate increase of import price
from 1974 to 1983 accounts for a 77 percent increase in
the Consumer Price Index for the same period. This 77
percent increase is about 70 percent of the total
increase in the Consumer Price from 1974 to 1983.
As the imported inflation has been proved to be a
significant factor in contributing to the increase in
consumer price, the next step is then to test equation
3 to see whether money supply combined with imported
inflation can explain the inflation in Hong Kong.
5.3.4 The empirical results of equation, 3 for the period from
1974 to 1983 are summarized as follows:-







VariahlP Coefficient t- Statistic
-0.004 -0.12Constant (Cl)




3.450.626 (C4)Import pricE (It)
Import price
lagged by
(It-1)one year 0.229 (C5) 2.00
The above statistical results show that R-squared is
slightly improved as compared with equation 2. Import
price coupled with money supply can explain 81 percent
of the variation of inflation as compared with 78
percent for equation 2. The coefficients of money
supply and money supply lagged by one year are less
than 0.01 and from the t-statistics, the coefficients
are not significant. This means that the effect of
money supply on the inflation is negligible. The
coefficients of import price and import price lagged by
one year are on the contrary very significant and the
magnitude of the coefficients are very close to those
indicated in equation 2 above. This equation therefore
confirms that the imported inflation is the main factor
attributing to the inflation in Hong Kong.
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5.3.5 The results of the above analysis are not surprising.
Hong Kong as compared with other countries is such an
extreme example of open economy. Consequently, it is
rational to have a domestic price level which is
dominated by the trading partners' price level.
5.4 Review of Exchange Rate
After identifying the major cause of Hong Kong inflation is the
import price, the next step is to see whether the exchange rate
has played an important role in affecting inflation in Hong Kong
through the import prices. It is thought that the exchange rate
should have a negative effect on the inflation. In other words,
exchange rate depreciation makes imports more expensive and thus
accelerates the inflation while exchange rate appreciation makes
imports cheaper and thus retards the inflation.
The detailed Import-Weighted Exchange Rate Index trom 1974 to
1983 are shown in Appendix 5 and the annual changes of
Import-Weighted Exchange Rate Index as compared with that of
consumer price index are shown as follows:-
58
Annual Change in percent
Consumer Import-Weighted











Source: Hong Kong Monthly Digest by Census and Statistics
Department
Note: 1977-1983: Import-Weighted Exchange Rate Index
based on trade weights for 1981
L975-1976: Import-Weighted Exchange Rate Index
based on prevailing trade weights
1973-1974: Unknown
As shown above, the confluence in the movements of the exchange
rate and the domestic price level gives the impression that the
exchange rate in the past ten years has been an important factor
in explaining the inflation. The exchange rates from 1974 to
1977 were quite stable while the inflation rates were in general














the inflation rates were in general high over the same period.
There are also indications suggesting that there might be a time
lag between exchange rate changes and domestic prices
variations. This is consistent with the findings in the
previous section that the import price has a time lag effect on
the domestic price level. As exchange rate should impose the
effect on the domestic price through the import price, the time
lag should also exist between the domestic price level and the
exchange rate.
If the preceding interpretation is correct, then the exchange
rate may become an important source of external disturbance on
inflation. The writers therefore study whether exchange rate
plays an important role on affecting inflation through the
following regression equations.
5.5 Empirical Study on Exchange Rate vs Inflation
5.5.1 In order to study the effect of exchange rate on the
inflation, the following two approaches are adopted:
(i) As indicated in Section 5.3, it is already
identified that the imported inflation is the
major factor contributing to the inflation in
Hong Kong. If a significant relationship can be
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identified between exchange rate and imported
inflation, consequently, the exchange rate should
have an effect on inflation in Hong Kong. We
therefore study whether there is a significant
effect of the exchange rate on the import price
level. When adopting this approach, in addition
to the exchange rate, foreign countries prices
should also be treated as another independent
variable.
(ii) Instead of using indirect approach as shown in
(i) above to study whether the exchange rate has
an effect on the domestic inflation through
identifying the relationship between the exchange
rate and the import price, the effect of exchange
rate on inflation is directly estimated by a
regression equation. In this regression
equation, money supply, exchange rate and foreign
countries' prices will be treated as the
independent variables while domestic inflation
should be the dependent variable. The regression
equation is similar to the equation (3) as
indicated in 5.3.1 except that the independent
variable of the import price is replaced by the
exchange rate and foreign countries' prices.
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5.5.2 According to the first approach, the dependent variable
will be the imported inflation and the independent
variables should include exchange rate and foreign
countries' prices. In order to be in line with the
imported inflation which relates to the prices of goods
exported by foreign countries, the foreign countries'
export unit value indices should therefore be adopted
as the representative figure for foreign countries'
prices. It is believed that this type of index should
be better than the consumer price indices of foreign
countries as the consumer price index covers some
untradable goods and services.
Furthermore, as the imported inflation is the weighted
import price based on the weights of the import values,
ideally, a weighted foreign countries' export unit
value based on the same weights should be used.
Unfortunately, this type of information is not
available and the limitation of information at our
disposal do not allow us to calculate this kind of
index by ourselves. It is therefore decided that only
the major import countries should be considered. On
the basis of this, China, Japan and United States are
therefore chosen for the study as imports from these
three countries already account for about 58 percent of
the total imports.
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Among these three countries, the export unit value
index for China is not available. Therefore, only
Japan and United States are finally covered in the
study. The export unit value indexes for these two
countries are shown in Appendix 6. For the purpose of
our study, the average of the export unit value indexes
for these two countries is adopted.
The following regression equation is adopted:-
(1) I= b1+ b2E+ b3W
where all variables are expressed as natural logarithm
and are defined as follows:-
I- import unit value index
E- exchange rate index based on import weights
W- average export unit value index of
United States and Japan
This equation is meant to examine the effect of
exchange rate on the import prices.
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5.5.3 The empirical results of equation 1 for the period from
1974 to 1983 can be summarized as follows:-
Equation 1: I= b1+ B2E+ b3W
R-sequared = 0.67








States and Japan (w)
As shown above, 67 percent of the variation of import
price can be explained by the equation. According to
t-statistic, both the coefficients for exchange rate
and average export price of United States and Japan are
statistically significant. The coefficient of -0.537
for the exchange rate indicates that one percent
depreciation of import-weighted exchange rate will
contribute to 0.537 percent increase of import price.
The coefficient of 0.896 for the average export price
of United States and Japan indicates that one percent
increase in the average export price will contribute to
0.896 percent increase in import price. Therefore, the
33 percent depreciation of exchange rate index from
1974 to 1983 accounts for 18 percent increase in import
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price while the 46 percent increase of the average unit
value index of United States and Japan accounts for 41
percent increase in import price. During that period,
the actual total increase in import price was 84
percent.
As the exchange rate has been identified as a factor
contributing to the import price level which has in
turn been proved to be a significant -factor in
contributing the inflation in Hong Kong, the exchange
rate should therefore impose the effect on the
inflation in Hong Kong.
5.5.4 According to the second approach as indicated in 5.5.1,
the effect of exchange rate on the inflation is
directly estimated by the following regression equation
C2) Pt= Cl+ C2Mt +C3Mt-1+C4Et +
C5 Wt
where all variables are expressed as natural logarithm
and are defined the same as indicated in this chapter.
The above equation is based on equation 3 as indicated
in 5.3.1 except that the import price is replaced by
exchange rate and the average of the export price of
United States and Japan.
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The statistical results of the equation 2 for the period from







-0.19-0.042Money Supply (Mt) (C2)
0.251 (C3) 0.97Money Supply
lagged by
(Mt-1)one year
-1.20Exchange Rate 0.273 (C4)(Et)
Average Expert
Price of United
1.220.471 (C5)States Japan (wt)
As shown above, money supply, exchange rate and average
export price of United States and Japan can explain 52
percent of the variation of the inflation. However,
the low figure of F-Statistic indicates that the
regression equation is not statistically significant.
According to t-Statistic, the coefficients for exchange
rate and the average export price of United States and
Japan are in general low, they are only significant at
about 85 percent confidence level. There is a wrong
sign for the coefficient for the money supply which is
again statistically insignificant, the same conclusion
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drawn in Section 5.3.4. To conclude, there seems to
have support on the argument that exchange rate
movement affects the inflation although statistically
not as significant as the effect of exchange rate on
the import price.
5.5.5 From the above analysis derived from two different
approaches, it is revealed that the exchange rate
movement indeed play a role in affecting the inflation
in Hong Kong. Exchange rate depreciation will cause
increases in import prices and thus contributing to the
inflation. It is therefore believed that the
depreciation of the Hong Kong dollars since 1978 has
definitely pushed up the import price and thus brought
in the inflation from foreign countries.
5.5.6 We have been aware that for all the five regression
equations listed in this chapter, the right hand side
variables and the left hand side variables are
simultaneously determined in most cases. In these
instances, the instrumental variables method should
also be used to estimate the regression equations.
However, the instrumental variable method is difficult
to apply as it is not easy to pick up the appropriate
instruments. Nevertheless, we have tried to further
test the five regression equations in this chapter
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using the instrumental variable method. The
instruments we have used including the money supply
lagged by one year or two years and the import price
lagged by two years. The results in general show that
R-squared and t-statistics are greatly reduced. In
some cases, the wrong sign of coefficients of the
independent variables are obtained. This may be due to
the inappropriate instruments used. We think that this
area can be further explored by the MBA students in the




The insignificance of the money supply accounting for the traditional
causes of inflation suggests that for an extremely open economy like
Hong Kong, the internal factor may not have substantial contribution
towards the inflation.
On the contrary, the imported inflation, namely the external factor,
is proved to be an important cause of inflation in Hong Kong.
Statistical evidence also shows that not only the current import price
affects the inflation but also the previous year's import price. The
implications of this finding is that Hong Kong cannot control its
inflation simply by adjusting its money supply as adopted by the
United States which is considered to be quite a close economy.'
The evidence also supports the view that the exchange rate adjustment
does have some effects on the domestic inflation through the import
price. The exchange rate depreciation contributes to the increase in
import price and thus accelerates the inflation while the exchange
rate appreciation tends to lower the import price and thus retards the
inflation.
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Weights of items constituting Consumer Price indices
Clothing TransportAlcholic
Durable Miscellaneous AllDrink & and andFuel
Tobacco TtemsFootwear Goods ServicesGoods VehiclesFoodstuffs Housing Light
1963-61
12.9 3.0 1.5 4.1 2.8 11.0 1004.2 4.955.6Modified CPI
AR- 11 3.0 2.1 10015.2 6.2 4.2 14.53.3 3.2General CPI
1973-74
14.08 3.39 2.65 3.82 1.41 4.58 10056.60 4.36 9.11CPI (A)
47.82 16.79 2.71 2.04 1002.97CPI (B) 5.92 5.11 11.475.17
26.27Hang Seng Index 28.14 2.53 0.73 6.11 4.36 7.47 20.513.88 100
1979-80
46.39 15.05 3.63CPI (A) 2.67 6.715.02 5.68 5.27 9.58 100
38.59 17.77 2.71CPI (B) 1.90 7.03 7.53 6.07 12.316.09 100
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Source: "Hong Kong Monthly Digest of Statistics" published
by Census and Statistics Department monthly.
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Appendix 3













Source: "Estimates of Gross Domestic Product 1966 to 1983"
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Source: "Hong Kong Monthly Digest of Statistics" publisnea by




Exchange Rate Index for Hong Kong Dollars
(Import-Weighted)
Average Exchange












Note: 1977-1983- Import-weighted index based on
trade weights 1981


















Source: International Financial Statistics Yearbook 1983
OECD Economic Indicator- December 1984
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Appendix 7
Hong Kong dollar prime lending rate (Monthly Average)












(Note: pegged at HK$7.8=US$1.0
on 17th Oct. 1983)
Source: "Hong Kong Monthly Digest of Statistics"
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